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KEY ECONOMIC INDICATORS = LUXEMBOURG 


All Values in million US $ Exchange rate US $ 1 = Flux 44,8 
unless otherwise stated 


Average 
ITEM 1969 1970 1971 gChange #Change 
1970/71 69/70 + 
70/71 
INCOME , PRODUCTION, EMPLOYMENT 
GNP at current prices 994.1 1110.6 1135.2 2,2 7.0 
GNP at constant prices 3.3 800, 3 805.7 0.7 2.2 
Per capita GNP, current prices ($) 2,92h 3,266 39339 2.2 6.9 
Private consumption 554.9 625.6 681.2 0.9 6.9 
Government 109.1 121.6 137.0 12.7 12.1 
Gross investment 236.4 287.0 341.0 8.8 20.1 
Unemployment (absolute) 39 ho 22 M m 7 
Unfilled job offers (abs) 822 801 516 M M 
Total active population (million) 140.4 143.9 147.4 0.8 0.9 
Industrial employment (million) 64.1 67.2 69.6 0.3 0.4 
Wage earners = steel industry (abs) 21,277 21,760 21,210 -2.5 -1.8 
Crude steel (1,000 Mt) 5,521 5,462 5,2h1 - 4.1 -2.6 
MONEY AND PRICES A 
Public debt outstanding 31,864 32,892 34,499 4,9 41 
Internal 25,416 26,561 23,254 M M 
External 6,448 6, 332 6, aks M M 
Interest rate T5 6.5 5.5 M M 
Consumer price index (Jan, ) 166.4 173.1 182.3 5.3 4.7 
(Dec. 31 = base 1948) 
GOVERNMENT FINANCE 
Total Revenue 25,24 29,110 28,032 4.7 0.3 
Total Expenditure 26,027 29,630 30,033 1.4 7.6 
Budget Deficit 783 520 2,001 M M 
FOREIGN TRADE 
Exports 78,022 88,992 74,357 17.6 2.2 
EC Share TT.2 75.2 7400 M M 
US Share 4.8 3.6 3.8 M M 
Imports 64,532 745553 74,640 -1.2 7-2 
EC Share 91.7 91.9 90.5 M M 
US Share 3.2 3.0 3.2 M M 
Balance of Trade 13,490 14,439 -283 M M 


Main exports to US (1970) = steel and other metals ($ 25 million); chemical and rubber 
products ($ 4 million). 











Main imports to US (1970) = machinery ($ 7 million); textiles and apparel 
($ 6 million). 


Footnote: 


1/ As there is an unified currency for Belgium and Luxembourg, no separate 
monetary data exist, 


2/ As Luxembourg trade statistics are subsumed in the official data for the 
Belgium-Luxembourg Economic Union, these are only estimates. 


3/ M = Meaningless. 
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SUMMARY 


As Luxembourg has an open economy, it is not surprising that 
it is presently experiencing the same stagflation that is 
prevalent in Europe. The outlook in 1972 is still uncertain as 
trends for the European economy are not yet visible. We expect 
a slight improvement compared to 1971 with growth increasing 
from an insignificant 0.7% to between 1 and 2% and the rate of 
consumer price increase falling from 4.7% to below 4.5%. 


Although the size of the wuntry limits the possibilities for 
volume US exports, the Embassy believes opportunities exist 

for the expansion of our 3% share of the Luxembourg market. US 
firms may wish to consider Luxembourg as a small but stable 
outlet for US exports, a place for pilot marketing projects, a 
distribution center for the European market and a sales area for 
capital goods and road building equipment. Although US manufactu- 
ring investment averages out to more than $ 700 per Luxembourger, 
the densest such concentration in the world = the government 
continues to welcome US investment. US firms should consider 
participating in what may be the fastest growing financial center 
in the world, 








II. INTRODUCTION - A Mini-State with a Powerful Punch 


Luxembourg plays a remarkable role in the world's economic picture 

when one considers its population of only 340,000,its,area (smaller 
than that of Rhode Island) and its almost complete lack of natural 
resources. Its important role in European economic integration was 

cast into bold relief when Prime Minister Pierre Werner's plan was 
accepted as a blueprint for monetary and economic union and when 
Foreign Minister Gaston Thorn in his capacity of rotating President 

of the Council of Ministers, on behalf of the European Community, 
welcomed the new members during the ceremony for the enlarged Community. 


Luxembourg is the second city of the European Community with the 
Secretariat of the European Parliament, the European Investment Bank, 
the European Court of Justice and various services of the European 
Commission all being located in Luxembourg City. Tiny Luxembourg also 
produces about 1% of the world's steel, has the densest concentration 
of US overseas manufacturing investment and is one of the world's 
fastest growing financial markets being the center for Eurobond (long- 
term Eurodollar) transactions. 


III. CURRENT ECONOMIC SITUATION AND TRENDS 


A. General Considerations Make Luxembourg Unique - In assessing economic 
trends in Luxembourg, three considerations are basic. First, with 


foreign trade exceeding GNP and with 70% of this trade being with its 
EC partners, the performance of the Luxembourg economy is largely 
determined by events in these countries. Second, despite the success 

of an economic diversification program started after WW II, the steel 
industry still dominates the economy: steel accounts for 44% of indus- 
trial production, 48% of industrial employment and 69% of industrial 
exports. Finally, in view of its small population, the absence of any 
natural population increase, its high standard of living and relatively 
even income distribution and its shortage of labor, growth is not as 
crucial to Luxembourg as it is to most other countries. 


B. Luxembourg Follows European Neighbors in Experiencing Quasi-Stagnation- 
After the boom of 1969 and the average performance of 1970, 1971 was a 


year of quasi-stagnation for the Luxembourg economy. The growth of 
output of 0.7% was statistically insignificant and was the lowest in 
the European Community. The small increase in construction (4%), non- 
steel manufacturing (3%) and services (2.4%) was just about offset 
by declines in the steel sector (-4.0%) and agriculture (-3.0%). 


Production of steel amounted to 5.2 million tons, about 6% below 
the 1969 record of 5.5 million tons. 


C. New American Industries and Construction Sector Prevent Actual 
GNP Decline = The fact that GNP did not decrease at a time when 
steel output declined, is due in large measure to the success 

of government efforts to deepen and diversify the economy from 
exclusive reliance on steel by attracting new industries, largely 
American, in the chemical, tire and metal fabricating fields. 
However, even here, the depressed demand conditions in Luxembourg's 
European neighbors resulted in a falloff from the fast growth of 
previous years, The exception was metal fabrication where output 
grew by 11% due to the going on stream of new plants and the 
expansion of existing ones. Growth in the construction industry 
benefitted from the 8% increase in investment. The increase re- 
presented the completion of the major part of the steel industry's 
modernization program, the continued expansion of new industries 
and the creation of modern office space in the capital area for 
the financial sector, 


D. Stagflation Results as Wages and Prices Continue to Rise - Per 
capita income increased by about 10% in 197l, a slight decrease 


from the 14% recorded in 1970. Much of this increase resulted from 
the effects of collective contracts negotiated during or bonuses 
computed on results of the 1970/71 boom period and the 6% govern- 
ment wage increase. Also, almost all Luxembourg workers benefitted 
from a 4.6% wage increase which was linked to changes in the cost-= 
of-living index, 


Luxembourg experienced the same stagflation as some of its neighbors 
for despite the stagnation in production, inflation persisted, The 
average 4.7% increase in consumer prices, a post war high, exceeded 
the 4.6% increase in 1970. The increase reflected continued infla- 
tion in Luxembourg's trading partners, the revaluation of the 
Deutschmark in Germany, Luxembourg's principal supplier, the re- 
inforcing effect of wage and price increases, and the 20% increase 
in the value added tax. However, continued strict government control 
of profit margins and of prices of certain basic commodities and a 
stringent budget did have some ameliorative effect as price increases 
were below the European average. 


E, Outlook is for a Slight 1972 Improvement - The Embassy expects a 
mild but accelerating recovery of the Luxembourg economy during the 








last half of this year. Foreign markets for products from the 
steel and new industries should strengthen, A 4% increase in real 
consumption expenditures is expected due to the militancy of 
unions in demanding higher wage increases, the reduced cost of 
bank credit and the large accumulation of consumer bank savings. 
Unlike previous years, however, investment will not increase 
significantly. An increase in office and residential construction 
or outlays by new industries will be offset by decreases in steel 
industry investment resulting from the completion of a large part 
of its modernization program. Finally, we believe inflationary 
pressure should subside slightly. The rate of price increases in 
Luxembourg's trading partners should moderate as there should be 
no great increase in internal demand, The government's so-called 
"normalization" budget conforms to the non-inflationary guide- 
lines of the European Community in that its outlays are close to 
previous years levels and it is cyclically neutral. The Embassy 
expects overall real GNP to increase by 2.0% and consumer prices 
to rise by between 4.0% and 4.5%, a slight improvement over the 
respective 0.7 and 4.7% increases recorded in 1971. However, 

even if the mild improvement is not realized, one should not 
exaggerate the consequences for Luxembourg. Even with stagflation 
in 1971, Luxembourg still boasted the highest standard of living 
in the Community, the lowest rate of price increases and an official 
unemployment figure of only 22. 


IV. IMPLICATIONS FOR THE UNITED STATES 


A. Ordin and Innovative Trade rtunities Exist 


tion - Luxembourg's small population precludes it from becoming a 
large market for US exports. Nevertheless, its stabtlity offers 
opportunities for steadily profitable business. The small share of 
the market (3%) held by US exports to Luxembourg offers expansion 
opportunities. Exporters should consider following the advice of 
Minister of National Economy, Marcel Mart, and establish direct 
relationship with Luxembourg distributors or importers thereby 
doing away with such non-Luxembourg intermediaries as third-country 
importers. 


an ideal place for US companies to begin penetrating the European 
market with new consumer products. Luxembourg is a compact country, 
boasts the highest standard of living in the European Community, 





attracts customers from neighboring countries and has a cosmo- 
Politan population consisting of native Luxembourgers, frontier 
Belgians, French and German workers, Southern European immigrant 
laborers, civil servants attached to the European Community and 
businessmen and bankers from the US and Europe, Experience gained 
here in pilot marketing projects can be used to penetrate larger 
European markets, This is also a propitious time for marketing new 
products because it coincides with the expected recovery in 
Luxembourg's economic activities and the improvement in the compe- 
titive position of US goods arising from recent changes in currency 
parities, The Embassy suggests marketing campaigns for textiles, 
apparels and appliances. 


good communication network, an improving road network and a develo- 
ping air cargo service, Luxembourg should be considered as a 
possible inland distribution point for US companies, Its local 
market area which includes the French Lorraine, German Saar and 
Belgian Ardennes areas, has a population of about 5 million. On 

a more ambitious scale, it is ideally suited for penetrating the 
whole French, German and Benelux markets. 


marketing by machinery and other equipment manufacturers can help 
dispel the notions that (1) even with devaluation the US capital 
goods are always more expensive than European or Japanese products 
and (2) due to distance, deliveries of the initial equipment and 
spare parts are prohibitively expensive and unreliable as to 

arrival dates. Both the Luxembourg steel industry, the 16th largest 
in the world, and the new US industries undergo frequent moderniza- 
tion and expansion programs, Also, certain large projects are under=- 
taken periodically by public service industries, The GOL is con- 
sidering construction of a nuclear power plant on the Moselle as 
well as a small oil refinery with a capacity from 4% to 5 million 
tons. Luxair, Luxembourg's national air carrier is still considering 
standardizing its transportation fleet by purchasing four medium- 
size aircraft. 


5._Road building continues - Luxembourg is in the midst of a 15-year 
road building program designed to improve connections with its 
neighbors (Belgium, France and Germany) and to modernize its urban 


road network, 
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B. US Manufacturing Investment Still Welcome - Luxembourg has the 
highest American overseas industrial investment per local inhabi- 


tant of any country = more than $ 700 per Luxembourger with total 
investment of $ 250 million. (The population of Luxembourg in 1971 
was 340,000). American companies are attracted to Luxembourg by its 
political stability, its location, its industrial tradition, its 
excellent labor relations, its friendship for Americans and its 
membership in Benelux and the Common Market. In addition, the US 
firms come here in response to the Government's infrastructure 

and incentive programs. Although the investment law which expired 
in 1971 has not been renewed yet, incentives can still be granted 
through stop gap measures. However, the public policy of the 
government is to encourage only capital intensive, environmentally 
acceptable and technologically advanced investments. 


C. Luxembourg Serves as an Increasingly Important Financial Center 
for American Firms - 


Luxembourg may be the fastest growing. financial center in the world, 
Since 1960, the number of banks have grown from 19 to 47. Of these, 
eight banks are owned partially or completely by US interests. The 
banks have been drawn to Luxembourg by banking laws which allow 
them to perform a whole host of services required by multi-national 
corporations and by the fact that operating costs are less than in 
other financial centers. 


The banks participate in the European security market either through 
underwriting or co-sponsoring issues or through private placements. 
This Eurobond market has been strengthened by the establishment of 
CEDEL, a clearinghouse for Eurosecurities which has a paid-in capital 
of $ 1,200,000 and a participation of 71 banks including six major 
American ones, 


Holding companies first were attracted to Luxembourg by the 1929 

tax legislation which eliminated double taxation on their earnings.’ 
Today they are estimated to number over 3000 in Luxembourg and carry 
out many activities, ranging from simple family holdings designed to 
protect inheritance to sophisticated management holdings overseeing 
operations of multinational subsidiaries. American firms and affiliates 





VY Luxembourg holding companies do, however, have to pay a 0.32% 
capital tax, and a 0.10% stamp duty on the par or subscribed share 
value at the time of incorporation. In addition, a 0.10% stamp duty 
is levied on the face value of bonds at the time of issue and the 
company has to pay a 0.16% registration tax on the value of out- 
standing shares and bonds. 
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have established financial holdings to float bond issues on the 
Eurobond market. 


There are over 80 mutual funds or investment trusts in Luxembourg. 
However, some funds may leave in the near future, if expected rules 
are promulgated providing the same strict requirements on selling 
and disclosure policy for funds resident but not selling here as 
presently exists for funds selling here. The government is committed 
to safeguarding the good reputation and integrity of the Luxembourg 
market and will not tolerate fly-by-night operations. 


Doubt has been expressed about the future of Luxembourg as a financial 
center following accession of the United Kingdom to the Community. 

The Embassy believes that although Luxembourg is too small to ever 
rival London in size, it will adapt to any change in the situation and 
thereby will continue to thrive in that area where it has expertise - 
holding companies and long-term Eurofinance, We, therefore, suggest 
American financial firms wishing to participate in the Euromarket 
consider setting up their principal or auxiliary operations here. 





Economic Trends 
ET 72—046 
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